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THERE  arc  several  phases  of  the  new  Federal  Re- 
serve Banking  system  and  the  effect  it  v^^ill  have 
upon  the  manufacturer,  the  bank  depositor  and  the 
investor,  that  have  not  yet  received  adequate  attention  at 
the  hands  of  diose  who  have  been  ^leaking  and  writing  on 
the  subject  for  several  years. 

While  it  is  true  that  the  interests  of  these  three  classes 
have  been  uppmnost  in  my  mind  during  the  preparation  of 
my  views  on  die  subject,  it  would  be  wrong  to  assume 

that  the  same  conclusions  do  not  apply  with  equal  force  to 
other  classes.  Better  financing  in  every  department  of 
business  is  the  need  of  the  hour, — and  it  means  just  as 
much  to  the  farmer,  the  fruit  grower  or  the  professional 
man  to  get  his  finances  on  a  proper  basis  as  it  does  to  the 
manufacturer,  the  merchant,  the  banker  or  the  investor. 
It  makes  for  econmny  and  stability  in  the  end,  and  tends 
toward  iht  complete  eliminadm  of  diose  unstaUe  demrats 
whidi  have  been  the  cause  of  a  large  parcentage  of  all 
business  disasters  in  the  past. 

To  my  mind,  one  fact  about  the  new  banks  stands  out 
above  all  others.   It  is  that,  after  thirty  days  of  actual 

operation,  during  a  period  of  tight  money,  the  new  banks 
had  made  practically  no  loans,  issued  practically  no  cur- 
rency, and  had  found  it  necessary  to  make  special  conces- 
sions in  the  rate  of  discount,  in  order  to  bring  out  strictly 
commercial  paper  that  would  be  paid  within  thirty  days 
after  die  discounting  transaction. 

In  other  words,  though  American  business  needs 
money,  the  reported  facts  about  the  operation  of  the  Re- 
serve banks  would  seem  to  indicate  that  whzt  business 
needed  was  not  commercial  funds,  but  more  or  less  per- 
naanmt  capital.  Duriiq;  most  times  in  the  year,  the  de- 
nial^ for  strictly  tempmary  Ions,  the  imceeds  of  whidi 
are  to  be  used  for  die  purdiase  of  raw  material,  the  pay- 
ment of  wages  and  carrying  of  finidwd  products  in 
warehouse  or  in  transit,  is  comparatively  light. 


Permaneiit  Capital  is  Needed 

Even  during  periods  of  extraordinary  stress,  such  as 
the  early  fall  when  the  crops  are  being  harvested  and 
moved  to  market,  there  would  be  plenty  of  liquid,  com- 
mercial capital  if  it  were  not  for  the  fact  that  the  demand 
for  permanent,  investment  capital  in  America  is  so  intense 
and  inastent  at  all  times  that,  as  soon  as  a  lull  in  com- 
mercial activity  releases  a  small  fund,  it  rushes  into  invest- 
ments instead  of  bdng  tempwarily  retired  or  used  for 
otto-  comnverdal  purposes. 

As  a  feature  in  the  economic  growth  of  a  lusty  young 
nation,  this  condition  is  neither  unusual  nor  unfavorable. 
We  have  all  been  too  busy  to  keep  books  accurately  on  a 
big  scale.  Consequently  no  one  can  tell  us  exactly  what 
proportion  of  our  assets  represent  permanent  investment; 
what  percentage  we  use  for  development  and  construction ; 
or  what  sum  is  absolutely  necessary  to  carry  on  the  rapid- 
fire  exchanges  of  industry  and  conmierce. 

Roughly,  we  know  that  certain  sums  are  dqxirited  in 
savings  banks,  trust  ccmipanies  and  in  the  savings  depart* 
ments  or  time  cerdficates^f-deposit  of  naticmal  banks. 
With  some  degree  of  approximation  we  can  guess  that 
these  funds  are  available  for  more  or  less  permanent  in- 
vestment in  stocks,  bonds,  investment  notes  or  other  secur- 
ities which  will  not  be  paid  in  full  until  a  long  period  of 
time  has  elapsed.  But  we  have  no  exact  account  of  our 
"commercial"  and  our  "investment"  funds  in  general. 

An  Extraordinary  Growth 

Even  without  diis  information,  however,  the  daily 
practice  of  business  constitutes  sufficient  proof  in  itself, 
that  the  combined  total  of  all  ''investmmt  funds"  as  rep- 
resented by  the  resources  of  savings,  trust  and  insurance 
companies,  private  investors  and  investment  banks,  are  not 
sufficient  to  meet  the  demands  created  by  our  industrial 
expansion.  The  extraordinary  expansion  of  civilization  in 
America  during  the  past  century,  has  made  use  of  every 
penny  of  available  capital,  has  borrowed  five  or  six  billions 


from  Europe,  and  has  still  been  driven  to  make  merciless 
inroads  on  what  we  should  have  been  taught  to  respect 
as  our  "commercial"  fund.  This  is  not  a  cause  for  sorrow 
or  of  worry.  The  money  has  been  well  used.  Our  fathers 
found  a  wilderness.  Since  then,  the  wilderness  has  not 
only  been  reduced  to  a  fairly  well  cultivated  area  of  farms, 
cities,  mines  and  factories,  but  the  nation  as  a  whole  has 
kept  pace  with  the  unprecedented  commercial  and  indus- 
trial progress  of  the  older  civilizations  of  Europe,  which 
had  all  the  fundamentals  of  their  culture  built  and  paid 
for  when  wc  were  surveying  roads  through  forests,  and 
following  Indian  trails  across  the  Western  plaiii& 

Our  one  error  was  in  mistaking  the  proper  functions 
of  our  commercial  banks.  Originally  this  was  a  legisla- 
tive error,  recognized  as  such,  and  blamed  at  the  time  upon 
the  exigencies  of  warfare.  National  banks  were  created 
to  be  custodians  of  the  nation's  temporary  wealth.  They 
were  pledged  to  pay  the  total  sum  of  their  deposits  "on 
demand."  They  were  supposed  to  loan  these  deposits 
on  notes  having  only  a  short  period  to  run  and  which 
would  be  paid  o£E  at  maturity.  But  the  government  re- 
quired them  to  invest  the  entire  sum  of  their  capital  in 
federal  bonds  having  maturities  many  years  distant  from 
die  date  of  sale.  To  emphasize  this  essential  misconcep- 
tion of  sound  finance,  the  bonds  thus  purchased  wtn  made 
the  ba^  of  mr  national  currency.  It  would  be  imposnUe 
to  conceive  of  any  principle  that  could  abscdutely  guarantee 
a  more  rigid,  unyielding  and  burdensome  currency  than 
was  brought  into  being  by  this  act  of  Congress  in  i86i. 

Welcome  Relkf 

Nevertheless  the  security  behind  the  currency  was 
above  question,  and  the  relief  of  having  dollar  bills  that 
were  worth  a  dollar,  after  a  long  period  of  wildcat  cur- 
rency, was  so  welcome  to  the  public  that  the  new  national 
banks  became  enormously  popular. 

They  found  their  deposits  swelling  with  unexpected 
rapidity.  The  people  were  so  relieved  to  find  a  safe, 
reliable  custodian  for  their  funds  that  Acy  were  willing 


to  go  without  interest  Thus,  the  national  banks  found 
themselves  in  possession,  in  the  aggregate,  of  enormous 
funds  which,  in  reality,  represented  savings  too  great  to  be 
used  entirely  for  temporary  purposes;  yet  which  tibe  banks 
were  l^;ally  required  to  pqr  ''on  demand.'' 

Clearly  this  was,  and  is  to  this  day,  an  abnormal  con- 
dition. It  would  be  all  very  well  if  the  demand  for  ^ 
temporary  capital  in  the  United  States  were  sufficient  to 
make  use  of  all  these  funds ;  but  there  is  no  such  demand 
because  a  great  part  of  national  bank  deposits  are  not 
strictly  temporary  deposits  but  represent  a  surplus  which, 
if  it  is  to  be  used  at  all,  must  find  employment  for  other 
than  merely  temporary  uses.  This  condition  was  predicted 
by  a  few  students  when  the  new  law  was  under  discussion. 
Now  it  seems  to  have  been  demonstrated  by  events. 

Commercial  Paper  is  Scarce 

Before  the  new  system  had  been  in  (^ration  thirty 
days  it  had  become  clear  that  very  little  paper  would  be 
offered  for  rediscount,  and  it  is  fair  to  presume  that  only 
a  very  little  paper  was  in  existence  that  would  meet  the  re- 
quirements of  the  act ; — namely,  that  it  be  of  short  maturity 
and  the  proceeds  used  for  strictly  temporary  purposes. 

Stated  bluntly,  it  means  that  a  majority  of  the  resources 
of  national  banks  are  tied  up  in  loans  of  a  more  or  less 
permanent  character.  Truly,  the  notes  are  usually  made 
for  periods  of  four  or  six  months,  but  it  b  the  understand- 
ing between  the  banker  and  die  borrower  in  many  in- 
stances t!iat  diese  notes  shall  be  renewed  indefinitdy,  pro* 
vided  certain  perk>dical  reductions  are  made  and  die  inter- 
est discounted  in  advance.  Moreover^  die  country  h  filled 
with  manufacturers  who  expect  bankers  not  mily  to  finance 
their  temporary  needs,  but  who  have  also  built  their  plants 
on  capital  borrowed  and  re-borrowed,  again  and  again, 
from  banks. 

This  practice  has  been  one  of  the  most  prolific  causes 
of  industrial  failures  in  the  United  States.  Dun's  and 
Bradstreet's  reports  for  many  years  ^ow  that  90  per  cent 
of  all  iaibures  are  due  to  lack  of  cq^taL  In  very  many 


instances,  excellent  enterprises  were  undertaken  at  periods 
wlien  it  was  easy  to  secure  loans  from  banks,  only  to  fail 
in  die  tmdst  of  their  devdc^mient  because  some  contingency 
Icmed  die  bank  to  wididraw  its  suf^Nut  and  demand  the 
payment  of  its  loans. 

So,  while  the  practice  of  loaning  "demand"  deposits 
to  borrowers  who  are  not  prepared  to  pay  except  at  the 
end  of  a  long  period,  has  caused  many  sleepless  nights  for 
bankers,  it  has  also  produced  innumerable,  tragic  failures 
for  enterprising  men  who  have  seen  their  plans  shrivel  up 
and  disappear  under  the  sherifi's  hammer,  to  satisfy  a  note 
diat  had  been  "called." 

Two  Funds  of  Money 

That  the  new  banking  system  will  tend  to  correct  these 
admitted  evils  is  generally  conceded.  But.it  seems  fair  to 
conclude  that  no  great  progress  will  be  made  until  a 
proper  manipulation  of  the  discount  rate  has  demonstrated 
some  fairly  exact  figure  that  can  be  taken  to  represent  the 
highest  and  lowest  point  in  the  annual  demand  for  com- 
mercial funds.  When  this  figure  has  been  ascertained,  it 
will  be  fairly  safe  to  conclude  that  the  remaining  funds  in 
the  custody  of  the  Federal  Reserve  and  National  banks 
are  available  for  permanent  investment. 

The  manipulation  of  the  discount  rate  in  order  to  ascer- 
tain the  commercial  needs  of  the  country  will  involve  an 
unprecedented  condition  in  the  financial  market.  In  order 
to  coax  out  commercial  paper  for  rediscount,  the  Federal 
Banks  will  be  forced  to  discount  it  for  rates  low  enough 
to  make  the  transaction  profitable  for  the  member  banks. 
On  the  other  hand,  in  order  to  prevent  banks  from  trying 
to  make  similar  profits  on  paper  of  an  investment  char- 
acter, the  banks  will  have  to  charge  high  discount  rates  for 
paper  of  long  maturities.  By  the  time  this  discrimination 
is  transmitted  to  the  borrower  through  the  medium  of  the 
banks,  it  will  be  magnified  to  an  extent  which  will  produce 
an  era  of  very  low  money  rates  for  strictly  commercial 
kmns,  coufded  with  an  era  of  very  hig^  rates  for  invest- 
ment loana. 

[5] 


Better  Investments 
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The  tendency  in  this  direction  is  already  clear.  If  the 
reader  will  consult  his  morning  paper  he  will  find  that  the 
Reserve  Banks  are  offering  to  rediscount  thirty-day  paper 
for  considerably  less  than  sixty-day  paper. 

In  simple  terms  this  means  that  the  few  BdvBntBgcs 
which  used  to  lead  manufacturers  to  take  a  chance  and 
borrow  their  permanent  ci4>ital  frmn  banks,  have  been 
withdrawn.  It  will  cost  just  as  mudi  to  get  permanent 
loans  horn  banks  as  it  woidd  cost  to  sell  permanent  securi* 
ties  to  permanent  investors. 

Simple  economic  considerations,  therefore,  will  drive 
every  class  of  industry  into  the  investment  market.  In- 
stead of  being  a  debatable  question  of  financial  policy,  it 
will  become  increasingly  clear  every  day,  that  the  best 
interests  not  only  of  industrial  establishments  themselves, 
but  of  the  banks  and  country  as  a  whole,  will  be  best  served 
if  those  who  need  permanent  capital  secure  the  same  by 
marketing  good  securities  to  the  puUic 

Naturally,  it  will  be  impossible,  suddmly,  to  reverse 
our  existing  practice  in  this  respect.  For  a  long  dme  to 
come  it  will  be  necessary  for  growing  institutions  to  bcnrow 
from  banks,  and  for  bsmks,  in  a  sense,  to  enter  business  as 

silent  partners  of  good  enterprises, — ^but  from  ihfe  time  on 

it  should  become  increasingly  easy  to  put  the  permanent 
financing  of  business  on  a  sound  basis,  independent  of 
temporary  bank  loans. 

Preferred  Stock  Is  Preferred 

The  ewdution  of  the  industrial  preferred  Uxxk  has 
proceeded  to  a  pmnt  where  it  b  already  very  popular  witJi 
an  increasingly  large  and  powerful  contingent  of  the  in* 
vesting  class.  These  sto(^  offer  a  practical  instrument 
of  fimmce  to  the  manufacturer.  In  those  instances  where 
the  contracts  have  been  written  and  the  underwriting  made 
by  reliable  houses  of  long  experience,  preferred  stocks, 
from  the  investor's  standpoint,  are  amply  secured  by  actual 
physical  property.   In  the  fiinal  analysis,  they  are  quite  as 


substantial  as  most  bonds,  and  in  addition  have  the  advan- 
tage of  paying  tax-free  returns  of  from  6  to  7  per  cent. 

As  l^;ally  authorized  by  various  state  l^;islatures  many 
years  ago,  the  issue  of  preferred  stock  was  a  niitahle 
mediod  of  fimmdng  good  industries,  but  the  securities 
were  not  made  sufficiently  attractive  to  investors*  Esccq^t 
for  the  fact  that  diey  had  a  few  privileges  and  safeguards, 
thqr  were  not  calculated  to  tempt  tiie  investor  away  from 
the  issues  listed  <Hi  various  stock,  exdianges. 

At  that  time,  a  preferred  stock  was  guaranteed  only 
the  privilege  of  having  its  dividends  paid  before  any  of  the 
earnings  could  be  applied  to  dividends  on  the  common 
stock.  In  event  of  liquidation,  the  preferred  stockholders 
were  to  be  paid  o£E  before  the  common  stockholders  gpt 
anyditng.  But,  owing  to  the  fact  that  the  buwiess  con- 
science of  that  day  countenanced  the  pracdoe  of  stock 
watering,  the  preferred  stock  usually  represented  the 
amount  actually  invested  in  the  property,  while  the  com- 
num  represented,  diiefiy,  somebodfs  bapa  of  unusual 
profitSi 

DoUar  for  Dollar 

At  the  beginning,  therefore,  the  preferred  stock  of  a 
corporation  usually  represented  a  dollar  of  investment  for 
each  dollar  of  preferred  stock.  On  this  basis  preferred 
stocks  were  not  preferred  investments.  Except  for  cer- 
tain features  of  guaranteeing  dividends  under  favorable 
circumstances,  preferred  stocks  under  the  old  regime  were 
on  about  the  same  basis  as  good  common  stocks  today. 
Business  conscience  has  altered  in  the  last  ten  years.  It  is 
now  om^dered  dishonert  to  issii^  stock  whkh  does  not 
rq>resent  actual  values. 

A  few  individuals,  of  whmn  it  has  been  my  pleasure 
to  be  one,  have  assisted  materially  in  this  development 
until,  today,  preferred  stocks  have  been  placed  on  a  plane 
that  makes  them  more  desirable  in  many  respects  than 
bonds.  Additional  safeguards  made  these  stocks  very 
tempting  to  the  public.  Many  years  ago  the  principle  was 
established  that  the  best  preferred  stocks  were  those  issued 


by  gaing  ocmcems.  New  enterproes  have  a  few  advan- 
tages, but  unlesB  constructed  in  a  harnxmy  of  interest 
wkh  existii^  enterprises  that  are  already  smxssful,  they 
are  a  gamble.  The  natural  growth  of  the  country,  how- 
ever, tnrmgs  thousands  of  enterprises  every  year  to  the 
point  wbm  diey  need  addidcmal  cupitdk  U>  extend  tl«r 
bigness  into  new  fields  or  to  provide  additional  plant  and 
equipment  to  take  care  of  increased  demands. 

Addiriond  Strength 

The  success  of  these  growing  enterprises  is  established. 
Their  market  is  provided.  They  have  strong  resources 
in  the  form  of  cash,  accounts,  inventory  and  real  property. 
In  q>praising  their  net  wortli  it  was  found  desirable  not 
to  permit  them  to  count  intan^le  assets,  such  as  good 
will  or  patents.  Thus,  a  concern  having  $1,000,000  of 
tangible  propertf,  might  need  from  $500,000  to  $1,000,- 
000  for  exten^ons.  If  $500,000  of  preferred  stock  were 
sdd  md  the  proceeds  invested  in  the  institutkm,  dollar 
lor  ddlar,  the  concern  wcmld  then  have  $1,500,000  of 
actual,  tangible  property.  This  would  be  at  die  ratio  ci 
$3  of  security  to  every  $i  of  preferred  stodc. 

On  this  basis,  preferred  stocks  became  peculiarly  at- 
tractive to  all  who  were  forced  to  demand  good  security 
and  at  the  same  time  to  seek  high  rates,  in  order  to  build 
up  an  income  adequate  to  their  needs.  When  further 
protective  features  were  added,  the  stocks  grew  even  more 
popular,  and  received  the  iV)proval  of  many  probate  judges 
as  investments  for  trust  funds  and  other  quasii[>ublic 
monies.  These  latter  safeguards  consisted  in  part  of  re- 
quiring that  the  parent  institution  must  maintain  a  fund 
ioffidbit  to  pmr  die  pr^tnnred  dividends  for  two  years  in 
advame. 

More  popularity  accrued  to  the  new  preferred  stocks 
when  it  was  realized  that  their  fundamental  improvement 
had  been  even  more  marked  in  another  direction.  When 
the  preferred  had  represented  investment  and  the  com- 
mon meant  water,  the  plant  produced  had  only  the  capacity 
that  could  be  cicated  by  the  investment  in  the  preferred 
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stock.  Under  the  new  idea,  the  plant  created  is  exactly 
three  times  the  capacity  of  what  could  have  been  created 
by  the  preferred  alone. 

In  other  words,  instead  of  depending  on  a  plant, 
which,  in  favorable  times,  could  easily  earn  10  per  cent  on 

the  preferred  issue  to  pay  the  dividends,  the  highly  evolved 
preferred  stocks  that  are  available  today,  have  behind 
them  a  plant  capable  of  earning  30  per  cent  or  more  on 
the  preferred  issue.  Such  a  plant  might  reasonably  be 
expected  to  earn  a  7  per  cent  preferred  dividend  during 
the  worst  times. 

Stronger  Common  Stocks 

Naturally,  in  erecting  such  safeguards  about  preferred 
issues  and  making  preferred  dividends  a  fixed  charge 
against  the  business,  it  was  necessary  to  provide  additional 
advantages  for  the  common  stockholders.  This  was  done 
by  guaranteeing  that  the  real  management  of  the  business 
should  lodge  in  their  hands.  Also,  they  retained  for 
themselves  the  exclusive  privilege  of  making  big  profits 
horn  the  business. 

Throughout  the  territory  with  which  I  am  familiar, 
one  of  the  most  remarkable  developments  within  my  ex- 
perience has  been  the  growth  of  a  real  understanding  of 
investments  by  people  who  had  always  been  too  timid  to 
withdraw  their  funds  from  banks  and  make  investments 
on  their  own  responsibility.  Throughout  this  country  it 
has  come  to  be  recognized  that  a  preferred  stock  h  a  highly 
seasoned  and  heavily  safeguarded  security.  For  that  rea- 
son  it  may  be  expected,  reasonahly,  to  pqr  a  certam  fixed 
return,  perpetually,  on  the  investment  It  can  not  be 
expected  to  pay  more  or  less  than  that  amount.  To  pay 
less  would  be  un^  and  unjust  to  the  purdu»ers  of  tlK 
preferred  stock.  To  pay  more,  under  the  practice  re- 
cently advocated  by  certain  irresponsible  writers,  would 
be  unfair,  not  only  to  the  common  stockholders  who  took 
all  the  risk,  but  it  would  be  distinctly  unfair  to  the  in* 
stitution  itself. 


Partners  in  the  Business 


As  a  corollary  to  this  proposition,  investors  have  been 
taught  that  the  common  share-holders  are,  in  every  re- 
spect, partners  in  the  business.  Their  interest  is  to  build 
up  the  plant,  the  organization,  the  market  and  every  ele- 
ment which  may  be  expected  to  pay  increased  profits.  Able 
men  have  been  educating  them  for  years  that,  so  long  as 
the  business  can  be  benefited  by  holding  back  the  earnings 
and  investing  them  in  things  w^hich  will  result  in  increased 
earning  power,  this  will  be  done  even  though  they  are 
forced  temporarily  to  wait  for  some  return  on  their  in- 
ve^ed  funds.  It  has  been  necessary,  while  dmng  thut,  to 
counsel  everyone  to  whcxn  a  steady  and  assured  inoome 
was  essential,  to  buy  preferred  stodc,  and  under  no  cir- 
cumstances to  purchase  common.  Ckk  the  other  haml, 
when  steady  inomie  was  not  a  necessity  and  the  investmr 
widied  to  teke  his  dianoes  on  gettii^  hi^er  profits  later, 
it  has  sometimes  proved  f  easiUe  to  market  limited  amounts 
of  ammon  stock  to  the  public 

Thus,  there  is  today  a  clear  understanding  of  the  differ- 
ence between  common  and  preferred  shares.  Common 
stock  is  now  very  rarely  sold  under  any  misapprehen^on 
as  to  its  real  character. 

Steady  Demand  for  Stocks 

Consequently,  an  enormous,  steady  market  for  sound 
industrial  investments  has  been  created  through  the  efforts 
of  a  few  individuals  who  began,  years  ago,  to  pioneer  the 
field  of  preferred  stocks.  These  individuals  have  been 
assisted  by  the  processes  of  natural  evolution,  but  what- 
ever the  most  potent  causes  have  been,  the  effect  is  that 
there  exists  today  adequate  machinery  for  the  correction 
of  those  financial  practices  which  must  be  radically  modi- 
fied before  a  stricdy  "commfrrial"  banking  system  can  be 
called  suooeasfuL 

Manufacturers  who  find  the  banks  charging  high  rates 
for  loans  of  long  maturity  will  turn  naturally,  to  the  fidd 
of  permanent  investment  for  relief.    Some  will  resort  to 
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mortgages  or  bonds,  either  of  which  wiU  impair  their 
credit;  but  for  the  most  part  the  better  institutions  will 
take  advantage  of  a  market  already  created,  and  will  sell 
sound  issues  of  pretored  stocks. 

Profits  for  the  Banker 

This  will  redound  to  the  benefit  of  the  banker,  the 
borrower  and  the  general  financial  situation.  In  the  long 
run  it  will  probably  have  a  tendency  to  decrease  ^ 
amount  of  "demand"  deposits  in  National  Banks  and  to 
increase  the  amount  of  "savings"  deposits  and  individual 
mvcstments  throughout  the  country.  Banks,  however, 
will  profit  by  the  increased  prosperity  of  their  depositors 
and  borrowers;  and  by  the  increase  of  national  wealth 
whidi  IS  bound  to  occur. 

As  for  the  investor,  it  should  be  a  period  of  splendid 
opportunities  for  him.  It  seems  probable  that  our  people 
will  soon  surpass  the  thrifty  peasants  of  France,  who, 
almost  without  exception,  are  owners  of  good  securities. 
In  order  to  market  the  enormous  quantities  of  stock  that 
will  be  seeking  buyers  during  the  period  that  is  just  ahoid, 
a  widespread  campaign  of  education  will  be  necessary,  fa- 
vestors  will  come  to  know  the  relative  advantages  offered  by 
every  class  of  security.  Particularly  will  they  be  tau^t 
the  relationship  that  exists  between  hi^y  safeguarded 
preferred  stock  with  its  infiexiUe  rate  of  return,  and  Ac 
more  speculative  conamon  stodt  whkh  has  no  limit  to  die 
flexibility  eidier  of  its  price  or  its  dividends. 

A  Nadon  of  Investors 

This  campaign  of  education  will  lead  hundreds  of 
thousands  of  people  to  withdraw  funds  from  banks,  where 
they  received  only  2  or  3  per  cent,  and  re-invest  diem 
where  they  will  pay  6  or  7.  While  this  might  seem 
unfavorable  to  the  banks,  it  is  quite  the  contrary.  People 
prefer  to  invest  in  institutions  in  their  own  state  or  city, 
and  the  funds  they  withdraw  from  banks  will,  in  most 
instances,  be  immediatdy  placed  in  circulation  in  the 
locality  and  will  mum  to  the  banb  ag^  and  9ffin. 
(Ul 


There  is  no  phase  of  this  development  which  will  not 
make  for  increased  prosperity  and  stability  in  every  class 
of  society.  As  pointed  out  in  the  first  instance,  it  is  not 
amig  to  be  easy.  A  degree  of  discomfort  will  be  involved 
ki  &  process,  particularly  for  those  who  stand  at  the 
head  of  our  new  financial  system.  They  must  devise  ways 
and  means  to  encourage  movements  which  tend  to  un- 
tande  the  bookkeeping  of  the  nation.  To  this  extent  their 
wSTis  just  as  m«di  to  encourage  sound  pohcies  of  invest- 
iSt  as  to  foater  sound  requimnert.  in  the  commercial 
field. 

If  it  is  well  done,  we  will  soon  be  emancipated  from 
the  anomaly  of  banks  that  are  pledged  to  pay  on  demand, 
enormous  funds  which  they  are  forced  frankly  to  loan  for 
long  periods.    In  practice,  the  volume  of    demand  or 
"commercial"  deposits,  should  approximately  ^  equal  the 
volume  of  "short  time"  or  "commercial  loans.^     1  his  is 
true  for  two  reasons.    In  the  first  place,  a  temporary 
W  creates  a  "demand"  deposit  of  equal  size  the  minute 
die  proceeds  are  placed  at  the  disposal  of  the  borrower  In 
^  second  place,  the  aggregate  "temporary   or  Jfoxking 
canital"  deposits  maintained  at  the  banks  by  individuals 
firms  has  been  found  not  only  to  offset  the  borrowings 
of  the  same  institutions  at  other  times  of  the  year ;— buc 
also  to  ofeet,  with  a  fair  degree  of  accuracy,  the  borrow- 
ings of  other  institutions  at  the  same  tone  ot  year. 

There  is  nothing  rigid  about  such  a  law.  It  is  capable 
of  almost  unlimited  elasticity,  especially  with  the  assistance 
of  the  machinery  afforded  by  the  new  Federal  Banks. 

When  the  new  banks  have  enforced  strict  scrutiny 
against  all  loans  and  have  determmed  what  Percentage  are 
actually  and  strictly  "commercial"  m  diaracter,  it  will  be 
safe  to  conclude  that  the  surplus  of  national  tank  depoMts 
which  then  exists,  does  not  truly  represent  the  worlang 
capital"  of  the  depositors.  Hence,  if  «P«*«*  » 
or  less  permanent  surplus  to  the  credit  of  the  depositor,  ano, 
in  justice  to  all  concerned,  should  be  invested  for  more  ot 
less  permanent  uses.  With  this  principle  ascertained  and 
reco^ized,  this  proportion  of  deposits  should  not  De  re- 


garded  as  "demand"  deposits.  Eventually  it  may  prove 
advnaUe  to  draw  finer  distinctions  between  such  deposits 
and  the  conventional  ^'commercial"  and  "savings"  depart- 
ments with  wfaidb  we  are  all  familiar.  It  may  be  necessary 
to  create  an  intermediary  class  of  bank  deposits,  so  that 
(moely  to  illustrate)  the  legal  requirement  for  payment 
would  be:  "oammercial"  deposits,  payable  on  demand; 

intermediate"  deposits  may  require  30  days'  notice  of 
withdrawal;  savings  may  require  90  days'  notice;  trust 
funds,  indeterminate.  If  such  a  classification  were  made 
It  would  be  clear  to  every  good  banker  how  the  proceeds 
of  each  fund  should  be  invested. 

Clearly,  the  new  banking  qrstem  u  meant  to  perfect  tibe 
organization  and  efficiency  of  the  first  named  "commeidal" 
fund ;— but  in  my  opinion  it  will  be  impossible  to  bring  this 
work  to  a  successful  cdminatira  until  die  exact  size,  char- 
gcter  and  periodical  fluctuation  of  this  commercial  fund  has 
been  ascertained.  If  this  is  true,  it  should  not  be  unrea- 
sonable to  hope  dut  an  equally  accurate  inventory  of  the 
mom  classes  of  "investment  funds"  can  be  deduced  from 
die  same  array  of  figures.  Such  a  result  would  tend 
powerfully  to  increase  the  stability  of  every  department 
of  American  finance. 


^OTE:  The  author  of  this  article,  Mr.  H.  M.  Geiger,  is  President  of 
The  Geiger-Jones  Co.,  Iti'vestment  Bankers,  of  Canton^  Ohio,  and  a 
mmiertftke  Imtrntmeat  Bankers  Association. 
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